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EXECUTIVE SUMMARY

As California enters the 21% Century, its public schools face many challenges. One
significant challenge is the serious disrepair of an aging school facility infrastructure.
Another challenge is the anticipated growth of nearly 2 million K-12 students during the
next decade that will require many districts to build new schools to meet burgeoning
student demand. Recognizing the substantial need for infrastructure, in November 1998,
California voters passed Proposition 1A, a bond measure that provides $6.7 billion for
public K-12 school construction and repair.

This measure establishes two new programs for the disbursement of bond funds and
simplifies the application process by which schools apply for school construction
resources. This changein programs, and in the methods by which funds are alocated, is
important to the people of the State, as school districts, many of which have facilitiesin
serious disrepair or require new construction, vie for their portion of the $6.7 billion pie.

Historically, the process by which schools applied for and received construction funds was
cumbersome and complex. Furthermore, the research suggests that school districts that
were sophisticated and knowledgeable about the complicated school facilities construction
process were the most successful in securing funding — often at the expense of less
sophisticated and uninformed school districts. Proposition 1A corrects much of this
dynamic by simplifying the application and administrative processes, thereby creating a
more level playing field for al school districts.

In order to understand the significance and relevance of this new process and its
concomitant programs, however, it is useful to review the history of school construction
financing in California and to understand the various pitfalls that existed under previous
programs so as to avoid similar pitfallsin the future. This paper discusses that history and
highlights the problems with preexisting programs.

It begins with an examination of the State Allocation Board and its steff (the Office of
Public School Construction). Specifically, it reviews the role of the Board whichis
responsible for establishing policies for the distribution of school facility financing funds.
It discusses how the Board, which was established in 1947, has evolved during the past
five decades from one that set policy for various loan programs to one that today sets
policy for grant programs.

The paper also discusses how various externalities—legidative or voter imposed
initiatives, such as Proposition 13—have affected the Board’ s policies and procedures.
The paper notes that the Board changed its policies often, and its policy shifts created an
untenable dynamic for school districts as they attempted to secure funding. In particular,
the paper highlights how districts were forced to weave their way through a complex,
bureaucratic maze of applications, forms, and plans; and how this dynamic forced school
districts to employ sophisticated personnel, or to contract with savvy consultants, in order
to secure state financing for their construction projects.

California Research Bureau, California State Library 1



This paper aso presents a history of bond initiatives during the past five decades. Itis
clear that throughout this history there was never enough State money available to school
districts for facility construction or repair. In fact, in spite of the $6.7 billion approved by
Proposition 1A, experts estimate that an additional $10 billion will be required during the
next decade. This paper discusses how the constant shortage of funds caused districts to
use “whatever” means available to them to secure funding.

Voters have consistently been generous in approving the vast mgjority of statewide bond
initiatives. Only three bond proposals out of 24 have failed in the past 50 years, and those
that failed did so during times of recession. However, it is not clear how much additional
debt voters will be willing to incur. This has especialy been true since the passage of
Proposition 13 in 1978, when the State began taking on alarger role in supporting school
construction then it had before. To that end, this paper discusses how Proposition 1A
creates a mechanism for school districts to tap state resources, and how school districts
may need to tap other sources of facility funding.

Proposition 1A forges a partnership between the State and school districts for financing
the construction and repair of their schools. Under its new programs, the State will
provide 50 percent of the cost associated with building new schools, and provide 80
percent of the cost associated with modernizing existing facilities. It requires school
districts to match state resources. However, school districts that are unable to offer this
match can receive hardship funds based on prescriptive criteria. This paper provides
details regarding these new programs and compares them to programs previously
administered by the State Allocation Board. It also discusses how the Board is required to
respond to district requests.

Proposition 1A is not the only impetus behind simplifying the school facility financing
process. Concurrently, the Office of Public School Construction has rewritten the
application process for funds to make it more user-friendly to school districts and has even
offered applications and program information via the Internet. This paper discusses these
changes.

The paper concludes with options that the Governor and the Legislature may wish to
consider, including: offering protection to small and rural school districts when bond funds
are exhausted; requiring annual financial reporting by the State Allocation Board,
providing an on-line technical support for program applicants; and redevel oping the State
funding source for school facility construction and rehabilitation.

2 California Research Bureau, California State Library



REQUEST FOR RESEARCH

Programs and administrative procedures in Proposition 1A may produce significant
changes to the previous programs and the manner by which the State Allocation Board
distributes resources for school facility construction. In light of these changes, Senator
Quentin Kopp requested that the California Research Bureau provide research on the
following topics:

A history of the State Allocation Board. How was the board’ s funding
program intended to work and how has it evolved?

An explanation of the State Allocation Board process. How does the State
Allocation Board work? What are the procedures and criteria for receiving
allocations? How are priorities set?

INTRODUCTION—THE PASSAGE OF PROPOSITION 1A

On November 3, 1998, California voters passed Proposition 1A - a $9.2 billion school
bond initiative, and the largest of its kind passed in our nation’s history. Over the next
four years, revenues from Proposition 1A’ s genera obligation bonds will provide $6.7
billion to public K-12 schools and $2.5 hillion to public colleges and universities for the
purposes of constructing new facilities and repairing existing ones.

The State Allocation Board will have the responsibility for determining a fair means of
distributing the $6.7 billion available to K—12 schools. Many experts feel that devel oping
such a system will be a daunting task, in spite of the fact that Proposition 1A/Senate Bill
50 is very prescriptive regarding the alocation of its bond funds.

This paper begins with a history and a discussion of the role of the State Allocation Board.
Next, it examines the 24 state bond initiatives since 1947 and discusses how the Board has
evolved its policies for distributing resources generated by these bond efforts. It then
presents an overview of Proposition 1A and how this initiative creates a new allocation
program that differs from previous ones. The paper also discusses the various problems
that existed within the State Allocation Board’ s previous resource allocation systems and
how Proposition 1A addresses these problems. It concludes with a section that offers
options that the Legislature may wish to consider regarding the policies that the State
Allocation Board should use for the equitable distribution of bond funds.

California Research Bureau, California State Library 3
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HISTORY OF THE STATE ALLOCATION BOARD AND ITS ROLE
IN SCHOOL FACILITY FINANCING

Thereisalong and complex history regarding public school construction in California.
This paper begins areview of the history in 1947* when the state legislature created the
State Allocation Board.? Chapter 243, Statutes of 1947, established the State Allocation
Board® as a successor to the Post War Public Works Review Board. That statute
specifically authorized the board to allocate funds for building and repairing schools. In
addition, it designated the State Allocation Board to make allocations for public works
projects when no other state officer or agency had authority to appropriate state or federal
funds.* Although it had many other fund allocation requirements during its five-decade
history, the State Allocation Board today alocates funds only for school construction and
renovation.

Composition of the Board

The State Allocation Board is comprised of seven members. two Senate members
appointed by the Senate Rules Committee; two Assembly members appointed by the
Speaker of the Assembly; the Director of the Department of General Services or hig/her
designee; the Director of the Department of Finance or his’her designee; and the
Superintendent of Public Instruction or his’her designee. This appointment structure has
existed since the Board' s inception in 1947.°

Although its basic appointment structure is set in statute, its actual membership changes
over time. One member, Senator Leroy Greene, served on the Board for over 20 years.
Some Board members have served for only one meeting, while others have served an
entire legidative session.

The four legidatively appointed State Allocation Board members provide a strong policy
influence to the State Allocation Board. Through them, other members of the Legidature
have input into the Board’ s policy and decision-making processes.

Policy Requirements

Members of the State Allocation Board are charged to formulate fair systems for
determining priorities among project proposals. Prior to the passage of Proposition
1A/SB 50 in 1998, the Board was responsible for developing afair and equitable appeals
process that addressed the “specia needs’ of school districts. Such “ special needs’
included disaster relief, inability to secure matching funds, or inability to locate affordable

property.

Board members aso had extraordinary power to set school facility financing policy.
Although the Board falls under the auspices of the State Administrative Procedures Act, it
has often ignored the Act’s provisions. It was common that board policies were changed
from meeting to meeting, and that these new policies were not readily made public.
Therefore, school districts that were uninformed of existing policy operated at a distinct
disadvantage. They may not have known the appropriate procedures for receiving

California Research Bureau, California State Library 5



financing approval. Conversely, school districts that utilized hired consultants or had staff
that regularly monitored the Board' s actions knew exactly what mechanisms and
procedures would be necessary for them to secure funding.

State Allocation Board Staff

The Office of Public School Construction (formerly the Office of Local Assistance), within
the Department of General Services, was and continues to be responsible for providing
staff work that is necessary to carry out the policies and implement the various programs
of the State Allocation Board. The State Allocation Board is responsible for policies
regarding the alocation of funds for building new schools and for repairing, upgrading,
and rehabilitating old ones.

The Office of Public School Construction staff is also responsible for disseminating to
school districts information regarding board policy and programs. Under its previous
programs, the staff was responsible for making recommendations to the State Allocation
Board regarding various appeas made by school districts that may have been denied
funding, or that may have required special funding consideration. To that end, the Office
of Public School Construction staff influenced where school districts fell on the long
gueue of project proposals considered and passed by the State Allocation Board. Staff
also could have influenced Board decisions by advocating for specific school district
projects.

Outside Influence

The State Allocation Board and the Office of Public School Construction staff have also
been influenced by a variety of external interest groups. These include, but are not limited
to, private school facility financing consultants, school board members, school
administrators, teachers, parents, developers, Caifornia Building Industry Association,
financia institutions, and other members of the Legidature. In addition, various state
agencies with influence included the Division of State Architect, Department of Finance,
and the Department of Education. These interests groups played and are likely to play a
significant role in determining funding for projects that may have been denied or required
gpecial consideration. Consultants in particular, whether employed by or on contract with
school districts, played an active role in the process. Many of these consultants, whose
offices are in the same building as that of the Office of Public School Construction,
influenced decisions of both the Office of Public School Construction staff and the State
Allocation Board. Consultants were current on Board policies and procedures, and were
highly sophisticated about the complicated processes that school districts must follow in
order to obtain funding. They have been instrumental in shepherding proposals through
the complex maze of funding phases - application to construction. School districts that
did not contract with such advocates were often at a competitive disadvantage.

Evolution of State Allocation Board Programs—From Loans to Grants

The State Allocation Board has evolved markedly during the past five decades. Initialy,
its school programs provided resources to school districts vialoan programs in which
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districts were required to repay their assistance with property tax revenues. In addition,
school districts used local school bonds to finance their various construction projects. In
both cases, atwo-thirds popular vote was required.

Proposition 13

With the passage of Proposition 13 in 1978, the State Allocation Board' s loan orientation
was significantly altered. Under Proposition 13, the amount of tax that property owners
paid was limited to no more than one percent of the assessed value of their property.
Local property tax revenues diminished, and the burden to fund many local government
programs was shifted to the State, including public school construction. Further, local
governments lost much of their property taxing authority, and the Legislature and
Governor were forced to rethink how school districts could repay their existing loans to
the State Allocation Board.

Recognizing that many school districts faced bankruptcy by being unable to service their
loans, the Legidature in 1979 directed the State Allocation Board to allow school districts
four options: (1) withhold payments on their loans; (2) temporarily delay their payments;
(3) pay only aportion of their loan obligations; (4) or not pay back their loans at all.
Further, with the implementation of these options, the Legislature required that the State
Allocation Board shift its policy focus from aloan-based program to a grant-based
program. This shift to grant-based programs remains today.

California Research Bureau, California State Library 7
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HISTORY OF SCHOOL BOND INITIATIVES—A CYCLE OF
UNDER-FUNDING

The electorate of the state has been ultimately responsible for determining the availability
of resources for school construction. The electorate must have confidence in the state’s
economy, and perceive a need for new and upgraded schools. Without such assurances,
the electorate can and has rejected various bond efforts. Since 1949, voters have been
asked to approve 24 bond measures related to school construction and renovation, and
have passed 21 of these proposals. However, an interesting history follows regarding the
content of these initiatives.

State as a Bank—The Loan Program 1949-1978

Legidation enacted in 1949 and 1952° established a loan-grant program “to aid school
districts of the State in providing necessary and adequate school sites and buildings for the
pupils of the public school system.”® During this time period, the first baby boomers
entered school, and for the next two decades, California public school enrollment
increased by roughly 300 percent.® The Legislature recognized that many school districts
faced substantial enrollment growth, while lacking the bond debt capacity that was
necessary to finance large building programs. In fact, many school districts had reached
their financial capacity to service the bonds that they previously incurred.

As aresult, the Legidature developed a program to provide loans to school districts that
were approaching or were likely to exceed their legal level of bonded indebtedness.™ This
new program was financed through State general obligation bonds. This program also
required building construction standards and placed fiscal controls on the districts,
including maximum cost standards and square feet per pupil limitations.*? School districts,
however, retained control over the design and construction of their facilities. Districts that
wanted to participate in the state |loan program were required to receive approva from
two-thirds of their district’s electorate in order to incur the debt. A surcharge on the local
property tax provided revenues to service the loan debt.

The State formula provided that the total amount due on some loans would be less than
the total amount of the actual loan. Some experts believe that the state’ s willingness to
forgive part of school district loans through this formula was a precursor to the state grant
program discussed below.

The First Loan Program Bond Initiatives

In 1949, the state issued its first bond proposal for education facilities financing® in the
amount of $250 million.** Thisfirst initiative also began a cycle of inadequate funding. In
that year, the Legislature thought that $400 million was necessary (over what school
districts could afford above their debt limits) to meet the need of school districts that were
facing enrollment growth from the new generation of baby boomers. However, after
substantial debate, the bond proposal was reduced to $250 million, because the sponsors
thought, “the people would not vote for such alarge sum at onetime.”** In arguments
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against the bond, opponents argued that $250 million was insufficient. Therefore, absent
full funding, voters should reject the initiative. The measure passed.

In 1952, another school construction bond of $185 million was put before the voters.
Proponents of thisinitiative stated that the amount was “ extremely” conservative. A
comprehensive study by the State Department of Education at that time revealed that
$198 million was needed, while the Department of Finance estimated the need at $250
million. Again, the amount of needed resources surpassed the amount proposed, and the
cycle of chronically under-funded facility financing for schools continued.

To further exacerbate the shortfall, the 1952 proposition, along with subsequent
propositions offered in 1956, 1958, and 1960, included “poison pill” language that limited
the Legidature' s ability to appropriate any additional funds for school construction beyond
that in the various propositions.’® If the Legidature approved any additional resources for
school construction, the amount of bonds that were sold would be reduced by an amount
equal to the additional appropriation. After 1960, however, bond proposals excluded the
language that precluded the Legidature from raising additional capital outlay funds.

During a two-decade period, the State Allocation Board administered this program as a
bank. Resourcesfrom the state were limited, and many school districts were
uncomfortable with the concept of borrowing money from the state, rather than from their
local constituents. Further, since school districts were obligated to reach full bond
indebtedness before applying for state loans, many did not participate. For these reasons,
many school districts chose not to build facilities until their bonding capacity grew.

Hence, many school districts found themselves chasing dollars after their schools were
overcrowded—a situation not unlike today.

The Early 1970s

As aresult of amgor earthquake in the San Fernando Valley (Sylmar) in 1971, the state
authorized $30 million*” for anew program to finance the rehabilitation and construction
of earthquake safe schools,™® and for the renovation of buildings that the earthquake
damaged.” This program was known as the School Buildings Safety Fund. Likeits
predecessor programs, the 1971 Act created a state |oan program for eligible school
districts. The Act also included provisions to forgive loans for school districts that had
reached their bonding capacity. The 1971 program was augmented by a 1972 state bond
initiative of $350 million of which $250 million was set aside for structural repairs due to
earthquakes.® This latter bond initiative also provided a method for financing buildingsin
districts that did not meet the criteria of the program that was initiated in 1971,* and it
required the State Allocation Board to first approve those applications from school
districts for earthquake repairs. The State Allocation Board gave second consideration to
funding projects for other types of repairs or upgrades. Hence, the Board began a new
system for not only new construction but also repairs, as well as a system that set
priorities.

10 California Research Bureau, California State Library



A Changing Paradigm

From 1970 to 1980, public school enrollment statewide decreased by roughly one percent
per year.* Reductions in both immigration and domestic in-migration to the state, as well
as adecrease in the state' s birth rate caused this decline. During this decade, there were
sufficient resources available from local property tax revenues and from the state’ s loan
program to meet the various rehabilitation needs especially of those school districts that
were experiencing enrollment declines. The State Allocation Board thus shifted its loan
program emphasis from new construction to rehabilitation, and to upgrading unsafe
facilities that were damaged due to the 1971 earthquake.

Nevertheless, some school districts continued to experience enrollment growth in response
to suburban housing development.® In spite of such growth patterns, the State Allocation
Board set its priorities to favor rehabilitation projects over new construction. The Board's
orientation accentuated the differences between growing school districts and those that
required rehabilitation, and caused an unequal state spending system that favored property
rich urban districts over fiscally poor and growing suburban districts.”

To counter the State Allocation Board' s orientation toward urban rehabilitation, growing
suburban school districts recognized that in order to fund new school construction, they
would have to depend amost entirely on their local property tax base. As more people
demanded affordable housing in suburban neighborhoods, devel opers accommodated them
by building numerous suburban housing units. The sheer increase in the number of
suburban homes added significant resources to the property tax base, thereby benefiting
the school districts that served those communities. Furthermore, the ongoing demand for
suburban housing caused the prices of homes in these areas to increase precipitoudly,
adding even more resources to the property tax base. Although school districts could
have requested to reduce those tax rates that supported them to a minimum amount, they
did not. Most districts kept their rates steady, and some even increased them.
Homeowners, unhappy about menacing property taxes, sought relief. In 1972, the
Legidature enacted a multi-year package, funded by the state’ s general fund, of $1.2
billion for school operation to be allocated over athree-year period and to serve as
property tax relief.* In spite of thislegidation, property taxes remained relatively high to
cover local bond debt, and continued to be the primary source for school construction for
growing school districts. Concurrently, the state continued to loan money to enrollment-
static school districts for the purpose of rehabilitation.

Leroy Greene State School Building Lease Purchase Law

In 1976, the Leroy Greene State School Building Lease Purchase Law was signed into
legidation.”” Thislaw established a state fund to provide loans to school districts for
reconstruction, modernization, and replacement of school facilities that were more than 30
yearsold. The Act significantly altered the state’ srole in how school facilities
construction was financed. Specificaly, the state would no longer loan money; but it
would finance school construction based on aleasing model.?® Although the legidation
was passed, the voters of the State remained unconvinced that more money was needed to
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improve schools. Consequently, they did not pass the bond initiative that was necessary to
fund the L ease Purchase Program.

The 1976 Act had specific language that created “priority points’ for school districts that
would apply for state funding. Thiswas the first time that the State Allocation Board used
apoint system for creating a queue of approved projects. Priority points were given based
on the number of unhoused students in the district, the rate of student enrollment growth,
and how much rehabilitation afacility needed. Further, the Board instituted a first-come,
first-served policy in which each accepted school district’s application was stamped with a
time and date.

Under the previous program, the state loaned money to school districts to build their
facilities, and the school districts owned their property. Under the Greene legidation,
however, the State maintained a lien on the property for the duration of the loan viaa
lease purchase agreement. The State wanted to preclude school districts from
purchasing land on a speculative basis using State money, only to sell the State funded
property at a profit at alater date. This meant that the state would control the disposition
of any school facility that it financed until the school district repaid its obligation on the
lease.

The Proposition 13 Epoch 1978-1986
Proposition 13—Local Governments and School Districts Fiscally Stymied

With its passage, Proposition 13 eliminated the ability of local school districts to levy
additional special property taxesto pay off their facility indebtedness. Proposition 13
capped the ad valorem tax rate on real property at one percent of its value, thereby
reducing the income from property taxes to such an extent that it virtualy eliminated this
source as ameans for lease payments. Proposition 13 also prohibited the electorate of a
school district from authorizing atax over-ride to pay debt service on bonds for the
purpose of constructing needed school facilities.

To exacerbate this problem, the voters soundly defeated school construction bonds in both
1976 and 1978. They were two of only three®* state general obligation bonds rejected by
voters since 1947. The non-passage of these two successive bond initiatives, coupled with
suburban enrollment growth, caused a statewide shortfall of $550 million® that was
needed for school construction projects throughout the state in 1978.

Post Proposition 13

The limitations set by Proposition 13 caused school districts, counties and cities to turn to
the state, which had a $3.8 billion surplus, to fill the gap.** In 1979, lawmakers approved
a$2.7 billion (in 1978 dollars) “bailout” plan to assist schools and local governments.®
Within ayear, the state surplus was reduced to roughly $1 billion. Furthermore, the state
had taken on alarger role as a funding source for school operations and capital
improvement. To that end, it expected school districts to conform to its programs and
projects.®
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Effects of Proposition 13 on the Lease Purchase Program

In 1979, legidation implementing Proposition 13 included provisions for restructuring the
State' s L ease Purchase Program.®* School districts that received funds from the state
were required to pay rent to the State aslow as $1 per year, creating an “unofficial” grant
program.* In addition, school districts were to contribute up to 10% of the project’s cost
from loca funds*” However, many school districts could not raise these matching funds
through local bonds. They requested that the State fund their entire projects. The State
Allocation Board created a waiting list of projects.

A Recession Further Complicates School Facility Financing

Beginning in 1982, Californiawas in arecession that lasted until 1984. During thistime
period, the State’' s budget surplus was expended. School districts' recession experiences
were complicated by the fact that student enrollments again began to increase again.®
Approximately 60 percent of California’s 1,034 districts at the time projected annual
growth rates of over two percent between 1980-81 and 1983-84, with some districts
projecting a doubling in their enrollment.* At the same time, estimates indicated that over
one-third of the State's school buildings were over 30 years old and many needed
substantial rehabilitation.” The Coalition for Adequate School Housing (CASH)
estimated that the one-time cost of rehabilitating these older facilities would be $1.9
billion.** Further, CASH estimated that school districts would need an additional $400
million annually for the next five years for building and repairing school buildings. Since
the State was in recession, such funds were not available. Thus the State had to rethink
how it would prioritize its school facilities projects.

A New System for Funding School Construction

In light of the backlog of applications for state funds, the Office of Local Assistance (now
known as the Office of Public School Construction) designed a numerical ranking system
that used “priority points’ to determine a school district’s digibility for funds. This
system gave priority to school districts who had students who were “unhoused,” and
special consideration was given to how districts used certain facilities.”” The more points a
project application received, the higher on the list it was placed. Recognizing that school
districts were facing enrollment growth and required further rehabilitation, the Legislature
in 1982 authorized a general fund appropriation of $200 million for school construction
projects. This amount was later reduced to $100 million.*®

Further, in order to ease the burden that many school districts felt because of the
recession, the State loosened the repayment schedule for its lease-purchase program.
School districts were allowed, for 10 years, to pay one percent of the cost of state funded
lease-purchase projects, rather than the 10 percent they initially were required to pay.*
Again, the State L egidlature and the State Allocation Board moved away from aloan
program and more toward a grant program.
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Multi-Track Year-Round Education

Recognizing that the State had very limited bond resources, the L egislature wanted a more
cost-effective facilities financing incentive system for school districts. That system would
force districts to use their space more efficiently. In response to the shift in policy, the
Legidlature passed Chapter 498, Statute of 1983. This statute encouraged school districts
that were experiencing growth pressure to adopt multi-track year-round education
(MTYRE) programs. MTY RE programs enroll students in several tracks throughout the
entire calendar year. At any given time, one track is on vacation, but vacation periods are
short in duration.” The MTY RE program allows a more intensive use of existing
facilities, thereby reducing the need for new facilities in growing districts.

School districts received an immediate financia return if they participated in the MTY RE
program. A school district that redirected its students into aMTY RE program received a
grant of up to 10 percent® of the cost that would be necessary to build a new facility not
to exceed $125 per student.*” School districts that participated in MTY RE were eligible
for air conditioning and insulation in their buildings.

In 1988, as pressure for state financing continued, the Legidature required that top
priority for financing new construction projects be given to districts that used multi-track
year-round education programs. School districts that offered MTY RE and were willing to
match 50 percent of their construction costs received a funding priority from the State
Allocation Board.”® This put other school districts that could not meet these MTY RE and
funding criteria at a distinct disadvantage. These latter school districts sought relief from
the votersin 1986. Small school districts were one exception to the MTY RE requirement.

1986 Lease Purchase Program

In 1986, the voters approved Proposition 46. Proposition 46 amended Proposition 13* by
restoring to local governments, including school districts, the ability to issue general
obligation bonds and to levy a property tax increase to pay the debt service subject to a
two-thirds vote of the local electorate.®® This amendment allowed school districts to
augment the one-percent cap on property taxes and to secure additional bond indebtedness
to build and improve their schools.*

Passage of Proposition 46 helped, but did not solve school districts' financing problems.
Many school districts were unable to secure the necessary two-thirds vote to authorize
local funding, and still relied on state funding to assist them. Further, the federa
government in 1986 passed legidlation that required each state to remove friable asbestos
from their educational facilities — another charge that the school districts could ill afford.

California adopted similar asbestos standards to those established by the federal
government in 1986; however, few school districts reported their estimated costs for
removing the substance. In light of the need to remove the asbestos, and in order to
address the growing backlog of proposed school construction projects, voters passed
Proposition 79 in 1988 - an $800 million bond initiative. It specifically set aside $100
million to cover asbestos removal.*
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A Growing Shortfall and Greater Scrutiny

There is no doubt that from 1982 to 1988 state support for public school construction was
limited and difficult to secure. The demand for new school facilities, for modernization,
and for asbestos removal was great.>® As of June 1, 1986, applications that were
submitted by school districts to the State Allocation Board for state funding of new school
construction projects alone totaled roughly $1.3 billion. In addition, applications for state
funding for reconstruction or rehabilitation of school facilities totaled over $991 million.>
Total demand for school facility improvement in 1986 was nearly $2.3 billion - an amount
that significantly outweighed the $800 million voters approved in that year’s bond
initiative.>® Even with aboost of funding of $150 million per year from Tidelands
revenues in fiscal years 1984 and 1985, the Lease Purchase Program fell short.® By 1988,
the shortfall had grown to $4 billion, in spite of the fact that voters had approved $2.5
billion in bond money from 1982-1988.

The State Allocation Board was forced to scrutinize every request for school construction
funding, recognizing that absent a major infusion of State bond money, most districts
would not receive funding for their projects. This scrutiny created an extremely
competitive environment for the limited resources that were available to the schools.

Many participants believe that school districts that contracted with knowledgeable
consultants, or had district staff who were familiar with the State Allocation Board's
policies and criteria, were the most successful in securing a high ranking place in the queue
for resources, once those funds become available.

There is no definitive research or data that support this belief. Consultants are not
required to report their involvement in the application process. However, thereis
substantial anecdotal evidence to support the assertion.

School Financing as a Collective Effort—The Three Legged Stool

In 1986, the L egislature recognized that resources were scarce and that no one
governmental or private entity could finance school construction. It attempted to equalize
the burden of school facilities financing between state government, local government and
the private sector.®” This concept was known as the “three legged stool.” The ideawas
that the state would provide funds through bonds. Local government would provide its
share through special taxes, general obligation, Mello-Roos and other bond proceeds. The
private sector would provide funds through devel oper fees. Appendix A describes funding
alternatives for these latter two legs of the stool.

The “three legged stool,” however, never quite worked. For example, to assure that
developers would not fund a disproportionate share of the cost to build schools, the
Legidature, in 1986, capped the amount new homebuyers would pay for developer fees at
$1.50 per square foot, and empowered the State Allocation Board to raise the cap by a
certain amount each year. However, school districts found a loophole around the cap by
requesting that citiesimpose a fee on their behalf, and cities imposed rates on some
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developers that exceeded those allowed.® California courts upheld these fees in the Mira,
Hart, Murrieta court cases.

Until the recent passage of Proposition 1A, many local governments have imposed
developer fees that exceed those allowed by the Board. For example, in 1987, feesin San
Diego and Orange counties reached a high of $8700 per house.®® By 1990, total

devel opment fees for some homes reached $30,000.%° Statewide, developer fees have
increased from $31 million in 1978 to $200 million in 1997.

In 1998, the State Allocation Board increased the fee to $1.93 per square foot.** With the
passage of Proposition 1A in November 1998, however, local governments have
apparently lost their ability to increase their fees beyond those determined by the State
Allocation Board. Further conflict islikely.

The 1990s—Complicated Funding Programs

In the fall of 1990, the Legidlature passed legidation that created two programs that
provided additional financial incentives for schools to offer year-round education.® The
first of these programs provided a one-time grant to school districts to ease the expense of
changing from traditional nine-month programs to year-round tracks. The second
program provided an “ operating grant” of between 50 percent and 90 percent of the
amount districts saved the state by not having to build new schools. At the
recommendation of the Office of the Legidative Anayst, the Legidature repeaed the
1982 and 1986 incentive programs discussed above.®®

In response to the 1990 legidation, the State Allocation Board developed a new priority
system for allocating lease purchase money. Under this new system, the Board
apportioned funds based on a combination of when an application was received and how
many priority pointsit garnered. Through a complex formula, priority points were given
to schools that had a significant number of “unhoused students,” or had substantial
rehabilitation needs. This procedure might have worked well if the state could have
financed all applicationsin atimely manner. However, the demand for state money
increased to the point where districts without special priorities could expect to wait years
for the state to finance their projects.

The program was in effect for only one year when the Legidature repealed the program
and created yet another system for allocating state money.* In 1991, the Legislature
defined six priorities for funding. First priority was given to districts that had a
“substantial”®® enrollment in multi-track schedules, and that were paying at least 50
percent of the construction costs for their new schools. Second priority went to districts
with a*“substantial” year-round enrollment and that wanted the state to pay the entire cost
of any new construction for their year-round schools. The remaining four priority levels
took into consideration factors for those schools who did not meet the “ substantial
enrollment” criteria outlined above, or were unable to match state resources.

The complex set of formulas made it difficult for school districts to completely understand
what criteriawould best serve them. Further, throughout this period, the Board was

16 California Research Bureau, California State Library



required to implement new programs and redefine its priorities. For example, in 1990 the
Legidlature created a program that was adopted by State Allocation Board for school
districts that could not find adequate land on which to build a school. Known as the
Space Saver Program, it was designed to assist urban school districts that could not obtain
adequate acreage for a school campus. The first space saver school, developed in 1993, is
scheduled to be completed in Spring 2000 in the Santa Ana Unified School District, in a
former shopping mall.%®

Another example of shifting priorities took place in 1996 when the Legidature mandated
the Board to redirect its third highest priority to class size reduction from a previous focus
on child-care facilities.®” A third took place at the end of 1997 when the priority points
system was replaced by afirst-come, first served system. While there were exceptions to
this rule, money was offered first to school districts willing to cover some of the costs
associated with constructing or repairing facilities. Schools that could not afford to cover
the remaining 50 percent were placed on a separate list.

Such shiftsin policy, coupled with the significant complexity of formulas that drove the
priority point system, along with the sporadic creation of new programs, caused many
school districts to depend on outside consultants. These consultants understood the many
policy changes that the Board enacted — sometimes on amonthly basis. They were also
knowledgeable of new programs, and clearly understood the workings of the staff who
carried forth the Board' s policies. Without the assistance of consultants, school districts
were unable to keep track of policy changes and special considerations enacted by the
Board. Further, while the Board and its staff advised school districts regarding changesin
their policiesin aregularly published document, it did not provide a centralized source of
materials, such as an up-to-date handbook. Consequently, school district personnel were
often uninformed about the various nuances of the programs administered by the Board.

State Bond Efforts of the Nineties

As the State Allocation Board shifted its focus and policies throughout the early 1990s,
Californians approved state school bond initiatives in 1990 for $1.6 billion and in 1992 for
$2.8 billion. In one of its 1992 reports, the Department of Finance reported that statewide
K-12 enrollment was estimated to grow by 200,000 new students per year for at least five
years,”® and that an estimated $3 billion would be needed annually for new school
construction.* However, in spite of growing enrollments and a significant demand for
facility rehabilitation, in 1994, the electorate rejected a $1 billion bond initiative. The
State was in arecession.

A lack of State bond funds was not the only problem associated with the allocation of
school construction funds. The Auditor General reported in 1991 that the Office of Local
Assistance mismanaged state funds. It detailed that construction funds loaned to school
districts were not recovered; that districts overpaid on some projects and failed to collect
the overage; that it dispersed funds without proper documentation; and that it failed to
conduct required close-out audits on construction projects.”
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As aresult of this audit, the Office of Public School Construction in concert with the State
Allocation Board developed stringent internal and external audits and fiscal controls.
These control mechanisms included increasing the detail of financial review of projects,
prohibiting school districts from participating in the program unless a balance was not due,
and no longer receiving rent checks for portable classrooms.”

Attempts to Ease Passage for Local Bonds

Recognizing that the State would be unable to fund the entire backlog of school
construction proposals, Governor Pete Wilson in 1992 proposed a constitutional
amendment to reduce the requirement for the passage of local bonds from two-thirdsto a
simple mgjority.”” The ideawas that local governments should have to meet the same 50
percent requirement as the State for passing bonds. Further, there was strong sentiment in
the Wilson administration that local governments should pay an increased share of school
construction costs. However, the Legidature rejected his plan.” Other attemptsin recent
years to reduce the vote for passage of local bonds from two-thirds to something less have
asofaled.”

1996 School Bond Issuance - Finally More Money

Proposition 203, passed by the voters in March 1996, provided $2.065 hillion for school
facility construction. However, the Legidlature at the time estimated that school districts
would need $7 billion in construction funds to meet enrollment growth that was
anticipated during the next five years.” This $7 billion did not include the needs of Los
Angeles Unified School District (LAUSD), which had 20 percent of the state’'s student
population. At the time, LAUSD aone needed $3 hillion to upgrade and modernize its
schools.” Clearly, anticipated demand for State funds substantially exceeded available
resources.

To respond to the many school district proposals, the State Allocation Board followed its
general priority points policy. However, many school districts, recognizing that they
would not receive funding for years because of their position in the funding queue, and
because of the limited amount of resources that were available, resorted to creative means
to try to secure funding for their projects. For example, some schools districts sought
specia consideration for funds by requesting emergency alocations. Such atactic would
alow aschool district to receive funds immediately.”” Other school districts used the
appeal s process to argue that their projects were needed more than those of other school
districts that were higher in the queue.”

This cannibalistic dynamic caused a fair amount of resentment among those school
districts that were bumped from arelatively high position in the queue by those districts
that sought emergency relief or special consideration. Further, it was clear that the most
sophisticated school districts found a variety of tactics that would secure the funding of
their projects. These tactics are described in greater detail later in this paper under the
section that describes how the Board processed its applications.
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Class Size Reduction Causes Greater Housing Needs

The distribution of funds from Proposition 203 was further complicated by the Governor’s
Class Size Reduction Initiative. In particular, the State Allocation Board earmarked $95
million for the purpose of purchasing 2,500 portable classrooms for schools that were
facing severe classroom shortages. This was in addition to $200 million that the
Department of Education had available for assisting schools in purchasing such facilities.
The Office of Public School Construction determined that a total of 17,500 classrooms
were needed to accommodate class size reduction, and that there was only enough money
to fund less than half of the estimated need.” The State Allocation Board reinterpreted
Proposition 203 by creating a new Portables Purchase Program at the expense of their
other programs. This caused some school districts to again get bumped in the queue for
funding.

Never Enough Money—Still a Shortfall

Sincel947, the electorate has approved al but three State bond initiatives. In spite of the
voters' tendency to support various bond initiatives, by 1998, the backlog of school
construction projects that were approved by the State Allocation Board, but unfunded,
totaled more than $1.3 billion. Although the voters have been generous by approving
bond initiatives roughly every two years,® there were times during the past five decades
when bond money was not available for periods of four or six years.®

The Department of Finance has estimated that $16 billion is needed over the next decade
for public school construction and rehabilitation.®* Various bond proposalsin 1997 and
1998 were circulated that considered multiple-year bond issuances. The Cdifornia
Teachers Association and the California Building Industry Association presented a plan to
issue $2 billion ayear for 10 years.® Governor Wilson proposed $2 hillion a year for four
consecutive years. In the end, Proposition 1A was passed. It provides $6.7 billion over a
four-year period. However, while the amount appears generous, it will not be enough to
meet the entire anticipated need of the state. Based on the Department of Finance
projections, the six years following this bond issue will require roughly an additiona $10
billion in State money.

Table 1 on page 18 shows the history of state school bond initiatives from 1949 to 1998.
In the next sections of this report, we discuss the various programs, the complicated
application process used by the State Allocation Board that school districts had to endure
to secure funding, and how Proposition 1A attempts to simplify this process.
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Table 1 - STATE SCHOOL CONSTRUCTION BONDS

Title of Bond Initiative

Date & Year of
Election

Funds Authorized

School Building Aid Law of 1949
School Building Aid Law of 1952
School Building Aid Law of 1952
School Building Aid Law of 1952
School Building Aid Law of 1952
School Building Aid Law of 1952
School Building Aid Law of 1952
School Building Aid Law of 1952
School Building Aid Law of 1952
School Building Aid Law of 1952 And Earthquake
School Building Lease-Purchase Bond Law
of 1976 (Failed)
School Building Aid Law of 1978 (Failed)
School Building Lease-Purchase Bond Law of 1982
School Building Lease-Purchase Bond Law of 1984
Green-Hughes School Building Lease-Purchase
School Fecilities Bond Act of 1988
1988 School Facilities Bond Act
1990 School Fecilities Bond Act
School Fecilities Bond Act of 1990
School Fecilities Bond Act of 1992
1992 School Facilities Bond Act
Safe Schools Act of 1994 (Failed)

Public Education Facilities Bond Act of 1996,
Proposition 203

Class-size Reduction Kindergarten-University Public
Education Facilities Bond Act of 1998,
Proposition 1A

November 8, 1949
November 4, 1952
November 2, 1954
November 4, 1958
June 7, 1960
June 5, 1962
November 3, 1964
June 7, 1966
June 6, 1972
November 5, 1974

June 8, 1976

June 6, 1978
November 2, 1982
November 6, 1984
November 4, 1986
June 7, 1988
November 8, 1988
June 5, 1990
November 6, 1990
June 2, 1992
November 3, 1992
June 7, 1994

March 1996

November 3, 1998

$250,000,000
$185,000,000
$100,000,000
$220,000,000
$300,000,000
$200,000,000
$260,000,000
A)$275,000,000
B)$350,000,000
$150,000,000

$200,000,000

$350,000,000
$500,000,000
$450,000,000
$800,000,000
$800,000,000
$800,000,000
$800,000,000
$800,000,000
$1,900,000,000
$900,000,000
$1,000,000,000

C)$3,000,000,000

D)$9,200,000,000

Bondsin [bold] failed to receive a majority of votes.

A) New amount of 1966 bond authorization available for regular program is $185.5 million
after deducting $35 million reserved for compensatory education facilities, $9.5 million for
regional occupational centers, and $35 million for rehabilitation and replacement of

earthquake damaged and unsafe schools.

B) Up to 250 million dollars earmarked for rehabilitation and replacement of unsafe schools.
C) One billion dollars earmarked for higher education facilities
D) Two and one-half hillion dollarsis allocated for higher education.
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THE PROGRAMS

Prior to the approval of Proposition 1A, the State Allocation Board oversaw six active
programs associated with school facility construction, repair, and remodeling. These six
programs made up the Lease-Purchase Program that was discussed earlier in this paper.
This section briefly describes these programs, discusses how the State Allocation Board
set priorities for school district projects, explains how the Office of Public School
Construction staff reviewed and acted upon district proposals, and how the State
Allocation Board considered district appeals. The purpose is to advise the reader of not
only the process and administration of allocation, but also some of the pitfalls that existed
under the old system. Perhaps these pitfalls of the old system can be avoided when
alocating Proposition 1A resources.

The Growth and Modernization Programs

The Growth and Modernization Programs allocated funds to school districts for building new
schools (Growth Program) and for